For a long time, services were considered to be non-tradable in the literature of international economics. However, the sector has emerged with profound importance on the basis of strong underpinnings. Technological advancement, financial constraints and limited options, and regulatory changes have greatly expanded the range and scope of trade in services especially in the context of increasing share of knowledge intensive products at the world market. Services now account for a substantial and rising share of output and employment in the economy of Pakistan and its trading partners. However, it is argued that the growing share of services in the economy of Pakistan and its trading partners has not translated into a significant increased share in their over-all trade. Pakistan is heading towards liberalization of trade in services through unilateral, bilateral, multi-lateral agreements under the broad framework of WTO. Recently, in the wake of trade liberalization in EBOPS services among Pakistan's trading partners; Pakistan has received request lists from its trading partners in the context of national treatment and market access under four modes of cross-border supply of WTO framework.
INTRODUCTION
For a long time, services were considered to be non-tradable in the literature of international economics.
However, the sector has emerged with profound importance on the basis of strong underpinnings.
Technological advancement, financial constraints and limited options, and regulatory changes have greatly expanded the range and scope of trade in services especially in the context of increasing share of knowledge intensive products at the world market. They, in the era of globalization, have eliminated natural monopolies (telecommunications, energy) in international trade and opened up new avenues for the developing countries to match up with the developed countries in the shortest possible span of time.
They are contributing a lot in creating cross-border trade and have increased private sector participation in services where, in many countries, the public sector had traditionally played a major role (health, education, environmental services). The growth in services trade has made widespread liberalization in terms of FDI and cross-border mobility of factors of production (especially skilled labour) over the past decade. Now, the rapid expansion of trade in services contributes significantly to economic growth, both in developed and in developing economies (OECD, 2003) . Growth in services trade are initiated and stimulated by various factors including liberalization of merchandize trade, deregulation of service operators and advances in information and communication technologies
The services sector has been the vehicle of economic growth in Pakistan's economy over the decades.
Its share to overall GDP has reached to 53.3 percent in 2010-11, which shows a clear and continuous structural shift in the economy. In the previous fiscal year, services sector made contribution of 90 percent to the overall GDP growth. The growth trends in the services sector show relatively stable condition in the sector.
Pakistan is heading towards liberalization of trade in services through unilateral, bilateral, multi-lateral agreements under the broad framework of WTO. Recently, in the wake of trade liberalization in EBOPS services among Pakistan's partner countries, Pakistan has received request lists from its partner countries in the context of national treatment and market access under four modes of cross-border supply of WTO framework. Burki (2007) explain that the opportunities as well as risks associated with trade liberalization depend primarily on the relative competitiveness among the trading partners. It is, therefore, essential for the policy makers to design such a trade policy which not only helps promoting domestic services industries but also open up new opportunities of employment generation and economic growth and development with a guarantee of peace and stability within and across its neighbouring countries. In this connection, this research paper comprises the following components to develop a strategic framework of liberalizing trade in services 1 for Pakistan with its selected 26 trading Hoekman and Mattoo (2000) analyzed the welfare and efficiency gains along with the growth through services liberalization by adopting general equilibrium (GE) model approach. He showed that services liberalization can stimulate economic welfare and in some cases more than that from goods liberalization. Li, et'al (2003) is used to analyze the impact of trade in services and merchandize trade on growth separately along with the indicator of government regulations (i.e. days to start a new business) and gross domestic investment. These variables in the recent literature have the central importance in estimating the core growth models through either of the approaches mentioned above and also used by Levine and Renelt (1992) and Sala-i-Martin (1997) . The gravity equation after the work of Tinbergen (1962) and Poyhonen (1963) has been a common formulation for the analysis of bilateral trade potentials between the trading partners by keeping in view the origin-specific, destination-specific and bilateral-specific components and determinants. Brandicourt and et' al (2008) explains that a gravity model with two-stage least square has the advantage of minimizing the omitted variable bias given the data limitations for services trade.
REVIEW OF RELEVANT LITERATURE
Balssa (1965, 1979) by introducing his famous RCA index argued that the comparative advantage model is -revealed‖ by observing the commodity pattern of trade which explains the relative costs and differences in non-price factors. Later, this index is found extensively in the economic literature to identify the areas for specialization of a country. asserted that the principle of comparative advantage and the factor endowment model is consistent with the international trade in services. The structural and institutional factors of Revealed Comparative Advantage, across countries over period were identified for the identification of policy tools in a preference order.
Since there is difference in nature of goods and services, therefore the available elasticity estimates for trade in goods may not be used directly to understand the behavioural pattern of trade in services. The scope of differentiation in services is much greater than in goods (e.g. transport, medical, financial, insurance services etc.). These differentiations in services have significant impact on relative elasticities.
Marquez, Jaime (2005) estimated income and price elasticities for exports and imports of USA in four categories which include travel, fares, transportation, and other private services. He further assessed simultaneity biases by comparing estimates from three estimation methods namely OLS, IV and FIML. Saeed et al. (2005) worked on services trade by modes of supply, operational constraints and export capacity in five service sectors of Pakistan including IT; financial services; construction and architectural services; professional services; and medical and health services. They analyzed the forward and backward linkages between the services sector and the major commodity producing sectors. They concluded that there is significant on-going trade in services and scope in the export markets in all modes of supply in the selected sectors. However, the potential impact of liberalizing trade in services in the current scenario is absent in their paper. Rehan, Selim (2008) studied the pattern of growth of services sector in all five South Asian countries for last three decades. He analyzed that under GATS;
these countries have liberalized many of their services sectors but due to weak domestic preparedness before opening up are likely to be associated with unsatisfactory and undesirable outcomes of liberalization.
METHODOLOGICAL SETUP
We first check the relative contribution of Trade in Services to Overall GDP with the following specifications;
Where;
There are generally two approaches adopted to analyze the impact of trade and trade spillover on economic growth. A strand of literature has used the contribution of R&D spillovers to TFP growth.
The alternative is an output growth equation. The second method has the advantage over the first in terms of eliminating any expected error in calculating the Total factor productivity. In this study, production function estimation approach consistent with Li, et'al (2003) is used to analyze the impact of trade in services and merchandize trade on growth separately along with the indicator of government regulations (i.e. days to start a new business) and gross domestic investment. These variables in the recent literature have the central importance in estimating the core growth models through either of the approaches mentioned above and also used by Levine and Renelt (1992) and Sala-i-Martin (1997) . The parsimonious specification is as follows;
Here
The gravity equation after the work of Tinbergen (1962) and Poyhonen (1963) has been a common formulation for the analysis of bilateral trade potentials between the trading partners by keeping in view the origin-specific, destination-specific and bilateral-specific components and determinants. Brandicourt and et' al (2008) The formulae to measure the Trade-intensity index (Or Export-intensity index), the complementarity index, the country-bias index, RCA are given below;
; Balssa (1965 Balssa ( , 1979 by introducing his famous RCA index argued that the comparative advantage model is -revealed‖ by observing the commodity pattern of trade which explains the relative costs and differences in non-price factors. Later, this index is found extensively in the economic literature to identify the areas for specialization of a country. asserted that the principle of comparative advantage and the factor endowment model is consistent with the international trade in services. The structural and institutional factors of Revealed Comparative Advantage, across countries over period were identified for the identification of policy tools in a preference order. The model used in this study is consistent on theoretical underpinnings with a strand of relevant literature (Leontief, 1953; Kenen, 1965; Bhagwati, 1967; Keesing, 1967; Hufbauer, 1970; Baldwin, 1971; Branson and Junz, 1971; Harkness and Kyle, 1975; Balassa, 1979; Stern and Maskus, 1981; sapir and Lutz 1981, Sveikaukas, 1983; Leamer, 1987 : Debebedictis and Tamberi, 2001 : Clarks, Sawyer and Sprinkle, 2005 : Karmakar, 2007 : Emmanuel Nyahoho, 2010 The specification is as follows;
The following specifications were used to estimate the price and income elasticities of import and export by category of service and by partner country to analyze the demand and supply potential and TOT situations. Theses specification were estimated based on the foresaid assumptions 3 7The most common formulation in this area is the log-linear one; see Goldstein and Khan (1985) and Marquez (2002).
DATA TYPE AND ESTIMATION TECHNIQUE
We used panel data on annual frequency for the variables (Real GDP We used the panel data on annual frequency from2006 to 2010. The data was taken from UN Online database on trade in services. The data on common language variable is gathered with the methodology that if at least 20% of the total population of both countries can understand a common language then the dummy variable takes the value 1 otherwise 0. Dummy variable for common boarder takes the value of 1 if two countries have common boarder otherwise 0. The data on the variable of distance was measured as a straight distance between the capitals of two countries from the earth Google website. The specification was estimated through pooled least square method with cross-section fixed effect and in this way determined the value of which was taken as dependent variable in specification 3.5 to estimate the potential of trade in services with a partner country relative to other partner countries. The specification 3.5 was estimated through OLS technique. In specification 3.5, the data on population and per capita income was taken from World Bank online database. The variable of ‗days to start a new business' was used as proxy for market regulation as both variables have high negative correlation. If market regulation facilitates the market then it would result in decrease the days to start a new business.
The data on market openness indicator was gathered with the methodology;
From specification 6 to 13, data on all above said categories of services from 2005 to 2010 was taken from UN online database on trade in services. The data on world exports and imports were calculated by adding the total imports and exports of the sample of 26 partners of Pakistan including itself. In specification 14, the dependent variable i.e. RCAX was calculated from specification 12. The data on explanatory variables from 2005 to 2010 in specification 14 was taken from World Bank online website.
In specifications 15 and 16, the data on trade weighted real effective exchange rate (REER) was taken on quarterly frequency from State Bank of Pakistan (SBP) online dataset. The data on Imports and exports by category of service with the partner countries was calculated from datasets on trade in services by category and direction of trade given in SBP website and On-line UN trade in services dataset. Specifications 17 to 20 were estimated using data on annual frequency from 2000 to 2011. The data were taken from UN online trade database and SBP online database.
RESULTS AND DISCUSSION
First of all we analyzed the relative contribution of trade in services to overall GDP across 60 countries has RCAX; it also has RCAM in the same categories. This fact makes these categories more important to be focused first for policy making to get the maximum benefit in terms of increase in per capita income and employment generation. Since, mostly services are knowledge intensive, so the import of services in the second stage enhance knowledge capability and skills in the local labour and thus enhance their productivity which ultimately stimulates the growth of per capita income. Specification 3.14 was estimated to find out the factors of revealed comparative advantage of exports.
The results are reported in The result of specification 3.3 shows that the contribution of trade in services to the growth of per capita income is higher than that of trade in merchandize. Another important result is drawn from the table that 1 day decease in the -days to start a new business‖ will increase the per capita income by 0.04 percent.
In specifications 3.4 and 3.5, the untapped potential of service by category and by partner was estimated.
In specifications 3.6 and 3.7, the trade intensity index of export and import by category of service and by partner country was estimated.
Specifications 3.8 to 3.11 were estimated to calculate the Complemtarity and Country bias indices of export and import to further decompose the TII and find out which factor is dominant and major contributor in TII. The results are shown in tables 5.6, 5.7, 5.8 and 5.9 . It is shown from the results that Country bias index in both export and import of services in almost each category dominate. It explains that fact that Pakistan' trade (both export and import) with its trading partners is based on favourable access between them.
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